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CHAPTER 3. I NSTRUCTI ONS FOR THE PREPARATI ON OF THE
ANNUAL OPERATI NG BUDGET - HUD- 92547A

3-1. | NTRODUCTI ON

Thi s chapter discusses the purpose, preparation, approval and
reporting processes of the Annual Cooperative Budget Form

HUD- 92547A. (See Appendix 1) One of the prinmary
responsibilities inposed by the by-laws on the initial and
subsequent Boards of Directors of a cooperative is to adopt an
annual operating budget. The HUD- 92547A format is coded to
the Uniform System Chart of Accounts and can be expanded to
serve the nore conpl ex cooperatives

This formis used to project annual revenue and expenses. The
Total Financial Revenue anmpbunt assunes all potential sources

of revenue by account, and the Total Financial Expenses

anount i ncludes admnistrative expenses, operating expenses,
taxes, insurance and financial expenses. The formis conpleted
by the cooperative managi ng agent with the cooperative Board

of Directors and is submtted to HUD on a yearly basis. The
report allows HUD to anal yze how t he cooperative operations

are being managed by conparing the current years budget to
prior year activity.

The annual cost of operating a cooperative varies with the
characteristics of the devel opnent, whether it is new
construction or rehabilitation, and the services required by its
owners.

Budgets shoul d be prepared by listing the annual expenses that
result fromoperating the cooperative developrment. Wile the
estimated revenues are considered in the budget planning, if the
operating expenses are determ ned by studying simlar
cooperative projects, the estinates will be nore accurate,
revenue goals can be set, and the budget beconmes a nore usefu

pl anni ng t ool
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3-2. I NITI AL OPERATI NG BUDGET AND SCHEDULE OF
CARRYlI NG CHARGES DEVELOPED AFTER
OCCUPANCY

A SCHEDULE OF CARRYI NG CHARGES

Carrying charges relate to the nonthly expenses
required to support the cooperative corporation



operations. The initial schedule of carrying charges
presents the cooperative Board of Directors' and the
managenment agent's estimate of the first year of the

proj ect operations. The initial schedule and the
managenment agent's opinion as to its accuracy nust be
included in the Information Bulletin. Therefore, the
Initial Schedule of Carrying Charges nust be prepared
considerably prior to actual operations. The anmounts in
the Current FY colum shoul d show expense itens
reflecting the best judgnment of the cooperative Board of
Directors and the nanagenent agent. The Field Ofice
will reflect any revisions it considers appropriate in the
| ast colum, and the schedule reflected in the
Information Bulletin nust give effect to these revisions.

Note: The expense projections contained in the Project
Anal ysi s (Form HUD-92264) are nmade for a different

pur pose and shoul d not be regarded as adequate for the
cooper ati ve budget.

B. ESTI MATES OF REVENUE
1. Need for Conservatism ("Low' Esti mates)

When preparing budgets prior to the attai nment
of actual operating experience, estimates of
revenue nust be conservative. During the first
years of operation it is inportant to present
budgets that are reasonabl e and are attainable.
Therefore "l ow' estinmates of revenue and "high"
estimates for expenses should be presented in
the initial budgets.
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2. Limtations on Revenue Estimates for Garage
and Conmerci al Space

In the initial budget, the estimted revenue
from garage space nust not exceed fifty (50)

per cent of the total for this itemshown in the
Project Analysis (Form HUD-92264). Such a
budget should not reflect any estinmated revenue
from such m scell aneous sources as | aundry

machi nes, tel ephone services, vendi ng nachi nes,
etc. Revenue fromcomercial space nmay be
reflected only to the extend of |eases actually
executed with Field Ofice approval

C. ESTI MATES OF EXPENSES



The fixed charges include all expenses that renain
constant throughout the year. The schedul e of expenses
shoul d be conpiled as realistically as possible.

Requi rements affecting the budget entries on accounts
such as Ground Rent, Mbortgage |nsurance Prenium
Interest, Principal, Replacenent Reserve and Genera
Operating Reserve are set forth in the Regulatory
Agreenent and/or the Commitment for Insurance. The
Total Financial Revenue anmount nust be at | east equa
to the amount of Total Financial Expenses. The
revenue from Apartnents or Menber Carrying Charges
nmust agree with the annual total in the schedul e of
carrying charges

D. SOURCES OF ESTI MATES
Tax authorities, insurance conpanies, utility conpanies,
suppliers and nmanufacturers of project equipment are
good sources of information. Local building owers and
managers' associ ations are al so good sources of
informati on. The catalog of a large retail store is usefu
in estimating the cost of supplies and equi pnent. O her
cooperatives with conparable facilities and services, that
have been operating for nmore than one year, can al so
be a val uabl e source of information.
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E. MANDATCORY PROVI SI ONS FOR SECTI ONS

221(d) (3) AND 236 CASES AND | N SECTI ON 213
CASES W TH LESS THAN $500 DOWNPAYMENTS

1. 2% Pr ovi si on

In all Section 221(d)(3) and Section 236 cases,
and in Section 213 cases in which down

paynments of |ess than $500 are invol ved, the
initial operating budget nust contain an

al l ocation for vacancy and collection | osses of at
| east 2% of the budget otherwi se projected. |If
the experience of nearby or conparable

projects indicates this to be inadequate, a

hi gher percentage shoul d be required. Budgets
prepared after the cooperative is in actua
operation should contain such allocations as are
justified by its own operating experience.

2. General Operating Reserve

Provi si on nust be nmade for replacing
withdrawal s with deposits during the next fisca



year (or under a previously approved

repaynment plan). Such deposits, over the
anounts required to neet the regular annua
requi renent nust, be included on |ine 34 of the
Oper ati ng Budget .

3. Pai nti ng Reserve

This is an optional requirenent. However,
experi ence has denonstrated the val ue of
establ i shing such a funded reserve to avoid
speci al assessnents.

3-3. BUDGETS USED IN CONJUNCTI ON W TH
COVPUTERI ZED ACCOUNTI NG

If an automated systemis used for preparing budgets a Data
Fl ow Chart shoul d acconpany the budget as part of
managenent's plan of operations. The purpose of preparing
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data flow charts is to define how the automated systemis
integrated in the budget process.

3-4. BUDGETI NG FOR A SI NGLE COOPERATI VE
CORPORATI ON HAVI NG SEVERAL MORTGAGE
PANELS

A cooperative that has been devel oped in sections, wherein each
section inposes a separate nortgage obligation on the single
corporation, may operate on a consolidated budget reflecting the
total operation. The automated Books of Account as previously
descri bed, however, nust be kept in a manner that will pernit
financial identification of each nortgage panel

3-5. SECTI ON 236 COOPERATI VE BUDGETS

A A section 236 cooperative annual operating budget on
whi ch nonthly charges are predicated is conpiled by
| eaving the charge to Monthly Insurance Prem um
(M P) account blank and entering the anount in
i nterest on nortgage payabl e conmputed at 1%

B. A second annual operating budget with MP and mar ket
interest prevailing when the | oan was made shoul d be
prepared to present a picture of the budget attributable
to units occupi ed by nenbers payi ng market interest
rates and for conputation of year end tax information.

3-6. BUDGET APPROVAL



The budget nust be signed by the managi ng agent,

the cooperative and the HUD Field Ofice. An approved copy
shoul d be avail abl e for exam nation by the cooperative
menbers.

a Director of
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3-7.

PLAN OF OPERATI ON

Each annual budget nust indicate the managenent pl an that

wi | |

be used to inplenment it. The plan should cover such itens

as the foll ow ng:

A

Is a staffing plan included in the plan? Does the
schedul e of personnel to be directly enployed by the
cooperative include their compensation and duties?

Have nanagenent personnel been instructed in the
i npl ementation of data flowto and fromthe autonmated
syst enf?

How often will a property nmanager fromthe
managenment conpany visit the project?

W1l the managi ng agent attend all Board neetings?

VWhat nmenber committees are organized to assist in
managenment (Budget, G ounds, Collections, Finance)?

W1l the managenent agent or resident manager contact
delinquents in person or in witing?

I's a delinquent nmenber called before the Board before
turning his account over to an attorney or collection
agency?

Have t he mai nt enance personnel been given a

mai nt enance and operations guideline to keep the
cooperative's operating costs at the | owest possible
| evel ?

Have the on-preni ses personnel been given copies of
pl ans, specifications, corporate docunents, and been
made aware of the requirenents inposed by the

Regul atory Agreenent on the Board and requirenents

i nposed by the Management Agreenent on the
management firn®
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J. Has a detail ed plan been subnmitted for any expense
items, such as grounds maintenance or painting and
decorating, which have been reduced by use of self-help
t echni ques?

3-8. PERSONAL BENEFI T EXPENSE ( PBE)
A DEFI NI TI ON

The PBE approach in a cooperative gives the nenber
an opportunity to exercise individual control over sone
expenses that relate to himpersonally.

B. APPLI CATI ON

PBE usual Iy includes decoration of the interior of the
menber's unit and may include other itens, such as
utilities, which are paid for directly by the cooperative
menber .

C PBE EXPENSES VS. CORPORATE BUDGET
The cooperative budget and schedul e of carrying
charges do not reflect PBE expenses in unsubsidized
proj ects.

D. HUD APPROVAL

The cooperative hone ownership concept may | end
itself to nore extensive self-help than the painting and

decoration of unit interiors. |If it is used nore
extensively, e.g., in areas of grounds mai ntenance,
pai nti ng of commobn areas, etc., it nust be done under a

pl an that is approved by HUD.
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3-9. PROPORTI ONATE FACTOR OF UNI T VALUATION TO
TOTAL VALUATI ON

A. DEFI NI TI ON
In the Information Bulletin a valuation is set forth for

each unit in the project. A decimal factor nmay be
devel oped by dividing the valuation assigned each unit



by the total valuation of all units in the project, (e.g., a
unit with a $10,000 valuation in a $1, 000,000 tota
val uati on devel ops a proportionate factor of .0100

(19) .
APPLI CATI ON

I ncreases and decreases in carrying charges ny be
apportioned by the use of this factor. The factor may

al so be used to determine the proportionate share for
each unit of total ampunts paid by cooperative for
nortgage interest, real estate taxes and other line itens
on the budget. Interest and real estate tax information
is useful to the nenbers in connection with filing of
federal income tax returns. The interest and real estate
taxes attributable to a unit nmay need to be broken down
further in projects receiving HUD Federal assistance to
det erm ne how nuch an assisted menber has actually

pai d.

C TAX | MPLI CATI ONS OF THE UNI T VALUATI ON

Many states offer honestead tax exenption benefits to
encour age urban honesteading. This may affect the
unit valuation by the anpbunt of the honestead
exenption anount. For exanple, the District of

Col unbi a offers a 22% honestead tax exenption which
decreases the ampunt of the assessed value of the unit
by 22% For owners that file for honmestead exenption
their assessed value will be |ower than conparable units
that do not take advantage of the tax exenption. Al
owners should file for homestead exenpti on whenever
they may be entitled to them
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3-10.

BUDGET CONTROLS

The budget process is a critical conmponent in nanagi ng

operations for cooperative corporations. |f estimates for
revenue or expenses are inaccurate or unreliable, financial goals
wi Il not be achieved and the corporation viability will be

uncert ain.

Budget controls can establish a framework to provi de HUD
officials with assurances that cooperative budgets are attainable,
daily operations are adequately recorded, and that estimates
presented in the budget are reliable.

The following presents criteria for determ ning adequate |evels
of budget controls in budget environnment, budget preparation



budget approval process, budget execution, and reporting.
A BUDGET ENVI RONMVENT

I s the budget process clearly docunented and avail abl e
to all cooperative nenbers?

I's there coordination anong the board of directors, the
cooperative nmenbers and the managi ng agent for
preparing and approvi ng the annual budget?

Is there a clear line of authority to nodify budgets or
present amendments to current budgets?

Are budget review dates and budget approval dates
communi cated to all parties invol ved?

Are the responsibilities for budget preparation
adoption, execution, and reporting segregated, where
appropri ate?

B. BUDGET PREPARATI ON
Are the individual (s) responsible for the preparation of

the budget aware of all budget procedures required by
HUD?
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I s a "budget cal endar" prepared to ensure orderly
submi ssi on and approval of the budget?
Are outside sources sought to review appropriate
sections of the budget?
Are the accounting principles utilized in preparing the
budget (including accrual basis) in accordance with the
accounting systenf
I's the budget prepared in sufficient detail to provide a
meani ngful tool with which to nonitor subsequent
perf or mance?
C. BUDGET APPROVAL

Are neetings held to obtain cooperative nenbership
approval ?

I's the inpact of budget nodifications, either increases
or decreases, clearly comunicated to operating
departnents or agenci es?



Are estimated revenues and expenses recorded in the
accounting systemfor |ater conparison to actua
anounts realized or incurred?

Are budgets published and distributed to all cooperative
menber s?

BUDGET EXECUTI ON

Are procedures formally adopted and communi cated for
i ssuing purchase orders or expenditure conmmtnents?

Are requests for suppl emental budget changes
processed and approved in the sane fashion as the
ori gi nal budget?

If liabilities and expenditures are recorded on an accrua
basis, are adequate controls in effect to ensure
know edge of outstanding conmitnents?
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BUDCET REPORTI NG

Are actual expenditures conpared to budget with
reasonabl e frequency and on a tinmely basis?

Are reports discussed with the Board of Directors, and
cooperative nenbers and are expl anations received for
significant variations from budget?

Do procedures exist for tinely notification to Board
menbers and cooperative nenbers in the event of
budget overruns?
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